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KEY URUGUAYAN ECONOMIC INDICATORS 


(All values in U.S.$ millions calculated at average annual financial exchange 
rate: most 1979 data are preliminary estimates.) 


1977/78 1978/79 

1978 % Change % Change 

Exchange Rates: 1/6/ Commercial 1 US$ 6.06 + 30.0 9 
1/6/ Financial 1 US$ 6.09 + 28. 


J + 27. 
8 ‘ + 2753 


INCOME, PRODUCTION AND WAGES 


GDP at Current Prices 

GDP at Constant 1961 Prices: 7/ 

Per Cap. GDP, Current Prices ($000) 
Industrial Production Index: 2/7/ 
Agricultural Production Index: 2/7/ 


Real Wage Index (1968 = 100) 7/ 
MONEY, PRICES, FISCAL PERFORMANCE 


Money Supply (M3; new peso value, 

as Of Dec. 31 8/ 10437.2 15476.0 
Consumer Price Index (1968 = 100) 9/ 8041.9 ‘: 12625.8 
Fiscal Deficit or (Surplus) iz 

(as % of expend.) 8/ 8.4 


Public Invest. (as % of expend.) 8/ 14.9 
TRADE AND EXTERNAL ACCOUNTS 


Net Gold & Foreign Exchange 
Reserves: 3/8/ 787.9 + . 842.9 
Foreign Debt: 4/7/ 1251.1 , 1426.0 
Annual Debt Service: 5/10/ BaiszZ 292.0 
Balance of Payments:  __ 
Goods, Services, Transfers (net) - 99.2 
Capital Account (net) 4+254.2 
Balance of Trade: 
Exports (FOB) 8/ 681.1 9 516.4 
Imports (CIF) 8/ 774.3 Ri | 627.6 
Exports to U.S. 9/ 42259 <0 64.0 
Imports from U.S. 7/ 90.3 -0 oie dk 


N.A. 
N.A. 


Main 1978 Exports to U.S. (Data as of August 1979 in Brackets): Frozen Fish 7.1 
(7.4), Leather Handbags 7.5 (2.7), Leather Wearing Apparel 36.6 (10.2), Woolen 
Wearing Apparel 14.9 (12.2), Shoes 19.2 (3.9). 


Main 1978 Imports from U.S. (Data as of August 1979 in Brackets): Machinery 
and Transport 23.3 (18.7), Chemicals 16.3 (18.4). 





Footnotes: 


1/ The commercial rate is used for import/export transactions and the financial 
rate was determined by the floating foreign exchange market. 


2/ Physical volume index based on 1961 = 100. 


3/ Of the official Central Bank and Bank of the Republic; gold valued at $155 
per troy ounce as in official data. 


4/ Of the banking system, official and conmercial. 

5/ Interest and amortization on both public and private debt. 
6/ 1979 data as of October. 

7/ 1979 data as of June. 

8/ 1979 data as of August. 


9/ 1979 data as of September. 


10/ 1979 data as of December (estimate). 


Source: Banco Central del Uruguay, except U.S. trade derived from U.S. 
Commerce Department data. 





SUMMARY AND OVERVIEW 


During 1979 the economy accelerated the trends already evident 

in 1978. Namely, the growth rate went up but so did inflation. 
Increased economic activity was reflected in higher imports, more 
employment, shortages of some locally produced materials, and 
increased expectations by livestock producers who started a 
buildup of herds with a resultant drop in cattle available for 
Slaughter. All these developments took place within the framework 
of the government's policy of turning Uruguay from an inward- 
looking, highly protective system to an outward-looking, 
competitive economy concentrating on the production of goods 

with a comparative advantage. Progress has not always been 
smooth, nor has it been without certain social costs. There 

is still much to be accomplished and since the easiest part was 
done first, the remainina steps will be more difficult and will 
test the resolve of the government to maintain its policy. 


For instance, as tariff protection decreases for domestically 
produced goods (to a basic 35% by 1985), there will inevitably 

be companies that cannot make the necessary adjustment and that 
will be forced out of business. Unless the government has a 
procedure to offset the effects such a development entails 

and shifts these resources into competitive sectors, there will be 
increasing pressure to stop the process of import liberalization. 


Many producers are still waiting to see if the government actually 
intends to continue promoting its policy of allowing market 

forces to set prices despite numerous pronouncements by 

government officials that such is the case. Although there has 
not been any general withdrawal from this policy, recent 
government actions regarding the slaughtering and sale of fresh 
beef in Montevideo and the price at which imported frozen beef 

was sold have caused concern among livestock growers that 
government policy is not as firm as announced, given the serious 
inflationary problem. 


Now, therefore, the main task facing government economic policy- 
makers is to convince the private sector that its declared policy 
of less direct government interference in the economy will be 
adhered to in the long run, and to devise some mechanism to 
alleviate as much as possible the social costs and the uneven 
distribution of income that results. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Inflation. The most serious economic problem facing Uruguay is 
increased inflationary pressure. By the end of September 1979, 
the Consumer Price Index had grown by 57%. This exceeded the 463 





increase for all of 1978. Compared to September 1978, the CPI 
was 73% higher. It is probable that 1979 will show an increase 
of 75-80% in the Consumer Price Index, greatly exceeding the 
government's target of 36% set at the beginning of 1979. 


The government has taken steps to try to slow down the increase 
in prices. It has encouraged imports of certain commodities by 
lowering duties on them. It has forced merchants to publicize 
interest costs on items sold on credit. It has also begun to 
publish weekly lists to inform consumers of the lowest cost 
retail stores for basic commodities. None of these measures 
howevey will have any significant impact on the rate of inflation 
in the short run. 


The causes for the sharply increased rate of inflation are varied. 
One reason is doubtless the lifting of price controls on many 
basic items, including beef, the most important food item in 
Uruguay. As world prices for some of Uruguay's agricultural 
products increased, domestic prices also went up. 


Another cause is the cost of imported commodities such as 
petroleum. Uruguay has to import all of its petroleum 
requirements, so 1979 petroleum price increases are fully 
reflected in all related items. Also, the inflow of Argentine 
tourists anxious to purchase locally available goods and services 
have contributed to rising prices. 


As demand for many locally produced goods caught up with 
productive capacity and as shortages of materials began to 
appear, prices were inevitably pushed upward. 


Growth and Foreign Trade. It now appears that Uruguay will 
achieve real GDP growth of 8% in 1979, a higher growth rate than 
anytime during the past several decades. During the first six 
months gross domestic product grew by 8.6% compared to the 

same 1978 period. All sectors, except agricultural crops (-8% 
due to drought) showed an increase with livestock (+5.9%), 
fishing (+84.0%), manufacturing (+11.5%), construction (+17.8%) 
and retail trade (+14.5%) showing the largest increases. 


The year 1979 also promised to be a record year for foreign 
trade. By the end of July exports totaled $448.3 million ($384.8 
million in the same 1978 period) and imports $505.8 million, an 
increase of 36.6% over last year. There was a trade deficit of 
$57.5 million compared to a trade surplus of $14.6 million in 

the same 1978 period. Nontraditional exports accounted for 63% 
of total exports. ; 





The sharp increase in imports was not due to an increase in 
petroleum imports (which were only slightly ahead of 1978) but 
rather to a sharp increase in imports of intermediate products, 
vehicles and machinery. This, in turn, reflected increased 
economic activity and the new emphasis on investment by industry 
and agriculture because of greater producer expectation. This was 
true particularly in the livestock sector, believing the 
government would continue its policy of allowing prices to 
fluctuate in conformity with world market prices. 


The United States is doing well in increasing sales to Uruguay. 
According to U.S. Census data, U.S. exports to Uruguay during 
January-June 1979, totaled $50.5 million, an increase of 47% 
over 1978's first half total of $34.7 million. Brazil and 
Argentina will continue to be the major suppliers of Uruguay's 
imports, but the United States should be able to maintain 

third place and even improve last year's 12 percent (16 percent 
if petroleum imports are excluded) share of total imports. 


The government of Uruguay has sufficient net foreign exchange 
reserves (close to $l billion) to continue to run a trade deficit 
without balance of payments difficulties. The desire to reduce 
the rate of inflation, the gradual decrease of duties and import 
charges over the next five years to a level of 35% on most 

goods, and the growth of the economy with a resulting growth 

in investment all indicate that Uruguay's imports should increase 
at very high rates during the next decade. The government has 
already identified products which are not produced in Uruguay. 
Imports of such goods after January 1, 1980 were subject to 

a total import charge of 35%. 


Uruguay's export growth also provides opportunities for in- 
creased U.S. sales. Nontraditional exports have surged past 
beef and wool, the traditional exports. U.S. goods and services 
are more price competitive than those of some major trading 
rivals but sometimes American manufactured machinery is too large, 
complicated and sophisticated for the small market Uruguay 
represents. The rapidly expanding export sector provides an 
opportunity for increased production horizons for domestic 
industry which, in turn, improves the opportunity for U.S. 
exports. Several of Uruguay's nontraditional export industries 
show a very high rate of export sales. For instance, the 
fishing industry exports 90% of its production, rice producers 
export 70% of their production, shoe manufacturers 63%, 
leatherwear 97%, glass 32%, ceramics 33%, and cement 36%. These 
are industries where export possibilities for U.S. manufactured 
equipment should be best, due to their needs to modernize and 
mechanize in order to compete on the world market. 





Fiscal Performance. The government's fiscal performance continues 
to improve, as it did somewhat in 1978. By the end of August the 
central government was running a surplus equal to almost 8% of 
total expenditures. In a recent speech the Minister of Finance 
predicted a year-end surplus of almost 12% of total expenditures. 
If accomplished, this would be a sharp improvement over 1978's 
result of a deficit equal to 8.4% of total expenditures. The 
improvement in fiscal performance was basically due to increased 
tax collection efficiency combined with a close control over the 
growth of expenditures. This was particularly true of investment 
expenditures which through May had shown a nominal increase of 
31%, but in reai terms had decreased by 16% compared to the 

same period during 1978. Current expenditures, on the other 
hand, showed an increase in constant terms of 7%. 


Monetary Policy. As described above, the government's fiscal 
performance during 1979 is not contributing to inflationary 
pressures as it did during 1978. By the end of July, the money 
supply (M3) had increased by 48.3% compared to a Consumer Price 
Index increase of 57% by September and a Wholesale Price Index 
increase of 63% (end of July). There were still large foreign 
capital inflows, with foreign currency deposits increasing by $203 
million compared to the end of 1978. The government continued to 
encourage the development of Montevideo as a regional financial 
center and in continuation of this trend allowed free trade in 
gold. 


As of the end of October 1979, foreign exchange rate policy 
beyond March 31, 1980 still had not been announced by the 
government. This will have a crucial bearing on next year's 
economic picture, since exporters have complained that the 
Uruguayan peso is overvalued and inhibiting exports. 


In the meantime, Uruguay maintains an excellent credit rating 
with international financial institutions and with foreign 
commercial banks. The burden of servicing its external debt 
is not heavy; it has over 3.5 million ounces of gold in 
reserves and its net foreign exchange reserves are at a record 
level. 


Future Policy. The government is committed to a policy of 

opening Uruguay to competition and concentrating domestic 
production on those sectors where it has a comparative advantage 
and in which it can compete in a reasonably free environmemt. As 
duties are gradually reduced over the next five years to a 

uniform level of 35%, Uruguayan entrepreneurs will have to adjust 
to the new situation. The government is now trying to obtain 
loans from international financial institutions to assist industry 
in making this transition. Other measures must also be taken 

to ameliorate the social impact of such an adjustment process. 





For instance, although it is difficult to quantify, real wages 
have fallen and many Uruguayans have reduced consumption during 
the past few years. The equitable sharing of this burden is a 
government priority, but one which is difficult to accomplish. 


The process requireS constant review of economic policies, 
flexibility in their application and care that different’ sectors 
develop in step with each other. In a word, it requires good 
management. The present government prides itself that it has 
managed the economy well and intends to continue its current 
course. 


Industrial Development. The fishing industry is expanding at an 
impressive rate with the 1980 goal of 200,000 tons well within 
reach. Major investment continues in fishing infrastructure. 
The World Bank's International Financial Corporation made a loan 
of $5 million to a private company for the construction of a 
large fish processing plant at the port of La Paloma. This is 
just the first of a total of four plants planned for this port. 


The government also obtained a loan of $35.5 million from the 
Inter-American Development Bank for construction of highway 
approaches into Montevideo. The binational Uruguay-Argentina 
Salto Dam is starting to bring into operation the second of its 
twelve turbines, a much welcomed hydroelectric power source for 
a country that imports all of its fuel. 


Construction is booming and foreign investors, mostly Argentine, 
continue to make large investmentsin luxury housing and urban 
land. 


IMPLICATIONS FOR THE UNITED STATES 


As noted previously, U.S. exports have already benefited from 
recent developments. A continuation of these trends, and there 
appears to be no reason to doubt that they will continue, should 
further expand U.S. trade opportunities with Uruguay. 


In the private sector, Uruguay will emphasize production of items 
in which it has a comparative advantage. This means livestock, 
wool and other agricultural products. Meat and fish processing 
and packing are two of the current high interest fields. Fruit 
growing and processing, particularly citrus, might be a field for 
future development. Greater livestock production requires 
improved pastures so that fertilizers and other agricultural 
inputs Should show rapid growth. The government has pending 

loan applications for industrial modernization in order to meet 
the challenges of increased foreign competition expected to 
accompany lower tariffs after 1980. 





On basic infrastructure, the government is applying to 
international financial institutions for assistance. Potential 
prospects include electricity distribution lines, water and 
sewage treatment facilities and highway projects. 


Another field with excellent potential in the short run is that 
of medical equipment. Private and government hospitals are 
going through a cycle of upgrading and replacing existing 
equipment. Medical electronics equipment is a field where the 
United States has an advantage and which should result in 

good sales possibilities. 


U.S. exporters will continue to encounter stiff competition 
from Brazil and Argentina, which have the advantage of location 
and some preferential rates under LAFTA. U.S. manufacturing 
subsidiaries in these countries have benefited from these 
advantages but U.S. producers should begin to improve their 
sales opportunities due to the start of import liberalization 
which lessens LAFTA's comparative tariff advantage in the local 
market. 


* U. S. GOVERNMENT PRINTING OFFICE 1980--311-056/226 
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